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ABSTRACT 

This essay attempts to do the following: first, offer 
a definition of early retirement in order to establish boundaries for 
the discussion. Second, sketch some of the background and reasons why 
early retirement may be desirable; also it suggests why early 
retirement might not always be a constructive practice. Then the 
essay turns to the main objective of the report: the description of 
certain financial implications of early retirement. Section 3 focuses 
on some major financial impacts of early retirement on the employee. 
Section 4 considers several of the financial implications for the 
institution. In the appendix, there are a brief annotated 
bibliography and two tables reporting on how some of the literature 
cited views the subject of early retirement. (Author/PG) 
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Preface 



This essay will attempt to do the following: First, we shall offer a definition of early retire- 
ment in order to establish boundaries for this discussion. Second, we sketch some of the back- 
ground and reasons why early retirement may be desirable; we shall suggest also why it 
might not always be a constructive practice. 

Then we shall turn to what is the main objective of this exercise: the description of 
certain financial implications. Section three will focus on some major financial impacts of 
early retirement on the employee. Section four considers several of the financial implications 
for the institution. In the appendix, there is a brief annotated bibliography. 

This essay is not intended to provide a definitive answer to the early retirement question. 
There is no single, all-encompassing solution. But if we have been able to call attention to a 
few of the most pressing financial questions and have succeeded in pointing to some useful 
answers, we believe that our purpose will have been served. 

As usual, many persons have been involved in the formulation and evolution of this brief 
study. From the staff of Teachers Insurance and Annuity Association, Barry Black, Tom 
Edwards, and Francis King have contributed substance, encouragement, and constructive 
criticism. I am particularly grateful to William T. Slater for his firm guidance and to William 
C. Greenough for his encouragement and insights. 

Others who have read an early draft are; Allan Cartter, Earl F. Cheit, Francis Finn, E. 
Kingman Eberhart, Juanita Kreps, Howard Bowen, Peggy Heim, and William Wilkinson. 
Their numerous and useful suggestions have been incorporated into this final version as best 
we could. For any last minute improvements the credit is theirs; whatever imperfections 
remain are ours. 

A special word of thanks must go to Mary Ann Acton who assisted diligently and ably. 
Much of the background material prepared by her represents a fine collection of descriptive 
early retirement plans in U.S. industry. Space limitations made it necessary to omit these 
references. 

Finally we wish to express our appreciation to the staff at The College of Wooster who 
prepared the several manuscripts, produced the tables, and finished the print-ready copy. 
They include my imperturbable secretary, Lillian Bamberger and her productive and faithful 
lieutenants: Lucille Schmidt, Lorene Donelson, Mimi Moore, Mary Lou Birk, Libby Bruch and 
Evelyn Blake. Also Mary Ennis and Marion Strater of the Office of Publications. 

Hans H. Jenny 

June 30, 1974 
Rowsburg, Ohio 



Introduction 



Higher Education is experiencing very far-reaching budgetary retrenchment. There have 
converged upon colleges and universities a set of forces that are bringing about fundamental 
changes in institutional activities. The higher education industry is trying to shift from an era 
of unprecedented growth into what some like to call the steady-state. 

It might be more accurate to describe the change as a shift from an upward bound 
optimism to the condition of an economic depression. The feeling of institutional and 
personal insecurity is palpable and widespread. 

The change began rather subtly during the late 1960's when the rules governing the draft 
into military service began to change. Later/ with the phasing out of Vietnam, came a 
reordering of national public policy priorities. Federal spending in higher education dropped 
sharply. And then came both an economic recession and the realization that something 
drastic was taking place in the age structure and birth rate of our population. 

The end of the draft and the new social attitudes and aspirations began to affect college 
and university enrollments. Some public institutions suddenly found themselves with empty 
dormitories as their matriculations dropped sharply and student life styles changed. Private 
colleges saw their enrollments flatten or decline. The chaos in the money markets decimated 
endowment capital valuations, and the accelerating inflation amidst spiralinc^ interest rates 
dragged budgets into deficit. 

Other factors that complicate the picture could je mentioned. Suffice it to say that college 
and university finances are under pressure. In such circumstances one looks for a way out, 
and it is therefore not surprising that all sorts of money saving solutions see the light of day. 

One of these alleged remedies is Early Retirement. Several writers and numerous 
institutions seem to look upon it as a way to save colleges and universities from financial 
collapse. Others at least view it as a way to save substantial sums of money. 

It is the position of this essay that early retirement may indeed produce monetary 
savings under certain conditions, but that its merits are not chiefly in its financial advantages. 
Early retirement, in our view, is principally a matter of humanity and a concern with the 
quality of our educational institutions. As a matter of fact, it will be our conclusion that early 
retirement, humanely entertained, will not bring monetary solace to colleges and 
universities. Quite the opposite: it may cost them money. 

As we see it, the policy issue in higher education is not how to save money by 
implementing early retirement schemes. Rather, the policy issue is how to develop 
appropriate early retirement plans that enhance institutional and educational quality. We 
consider early retirement to be an important and integral aspect of long range staff planning. 
And because we see it as a central feature in college and university development, we believe 
it to be important to sketch some of its impacts on employee and employer finances. 



L EARLY RETIREMENT: DEFINITIONS 



1. The concept of Early Retirement can be defined in many different ways depending 
upon the specific contexts within which it comes to our attention. A completely general 
definition might read as follows: 

Early Retirement is retirement after several years of continuing service, but prior to 
the normal or mandatory retirement age prevalent at a given institution or in a given 
employment or profession. 

This definition lacks several important qualifications. First, it does not specify that retirement 
is from one's permanent life-long, or basic employment. Second, it does not stipulate a 
minimum period of service that should precede early retirement. Third, there is no reference 
to a specific early retirement age. A statement such as the following might take care of these 
qualifications: 

. . .after continuing service of 30 years or more, or after one's 55th birthday 
following at least 20 years of continuing service, or prior to the mandatory age of 
retirement after a minimum of ten years of service. . . 

The specific numbers contained in this statement may not satisfy what will be required or 
appropriate in specific instances. Here they provide us with an illustration as well as with a 
constraint for our discussion. 

One might refine these qualifications further. For instance, we could identify alternatives 
that take into account long service elsewhere or that specify how those will be treated who 
move in and out of academic service. After all there is considerable mobility in certain 
disciplines between the academic world and either industry/ private research, private 
piofessional practice (law, medicine), or government service. But we shall try and keep this 
definition reasonably simple. Nevertheless, the preceding note serves as a warning that 
complexities are part of the concept. 

2. Early retirement can be voluntary on the part of the employee; or it can be involuntary 
at the request of the institution. Early retirement may often appear to be voluntary when in 
fact it is not. An important distinction is whether early retirement is spontaneous and voluntary 
or whether it is brought about by means of friendly persuasion, pecuniary enticement, or 
overt pressure. At times, early retirement is separated only by a hair from what is called the 
"disguised layoff." 

Nevertheless, here we should like to distinguish between outright unilateral dismissal and 
early retirement, the latter being based on a muiual understanding and agreement between 
employee and employer. In this sense, we believe that early retirement is essentially a voluntary 
act, albeit influenced by differing degrees of inducements offered or pressures exerted by the 
employer. Henceforth we shall use the abbreviation ERt. 

Another important distinction is whether ERt procedures are isolated individual 
occurrences and based on ad hoc arrangements, or whether they are part of a formal early 
retirement plan. 



For the sake of thus essay we shall assume that ERt practice moves through three 
principal stages, as depicted by the following diagram: 




Each stage tends to lead quite logically into the next one, from top to bottom. The pyramid 
suggests how at each stage a larger percentage of the employees is affected by or interested in 
the prevailing ERt procedures. At each stage both the nature and the scope of specific 
financial consequences may alter significantly. 

If ERt policy eventually results in some sort of formal plan and procedures, its scope will 
fall within some such broad boundaries as the following: 

Formal plans or sets of procedures that allow a qualified employee to retire before 
the mandatory retirement age, any time after 30 years of continuing service or after 
the 55th birthday following some minimum length of employment (say, ten years), 
and which may provide for appropriate adjustments in the terms of severance pay, of 
retirement income, or of both. 

The key emphasis is on the word "qualified." One can think of so many circumstances that 
might not be called ERt, where employees leave a job after long service without being entitled 
to possible severance pay or to compensation for retirement income foregone. In conventional 
parlance, ERt comes either after long years of service or relatively close to the mandatory 
retirement age. Between these two extremes all sorts of special alternatives arise. It is in the 
definition of these that individual plans establish who "qualifies." 

ERt does not always nor necessarily imply that severance pay and retirement income 
adjustments be part of the procedures. In the past spontaneous voluntary ERt tended to exclude 
such adjustments. The impetus came usually from the employee. But as formal plans arise and 
institutions rather than employees take the initiative the presence of some sort of 
compensatory financial arrangement is both more likely and already has become more 
frequent.[30] Thus it is really quite appropriate to assume that formal ERt plans will make 
some provisions for either severance pay or for retirement income adjustments, or for both. 

The definition offered above establishes, for the sake of the ensuing discussions and 
illustrations, two boundaries within which ERt options become possible, as follows: 



Diagram 2. 
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The distance between points A and B represents the various ages for alternate ERt options. 
Distance A' - A reflects the "minimum length of service" requirement that may be part of the 
option. 

3. In the subsequent sections of this essay we plan to illustrate some of the financial 
consequences of ERt options such as those sketched above. Here it may be appropriate to state 
the simple but fundamental principle that describes what ERt implies with respect to the 
financing of future retirement income. The following statements convey the idea of the r ort of 
basic trade-off that is taking place: 

A. The employee is substituting leisure time for working time; in other words, there 
is less time to earn and more time to spend retirement income. 

B. ERt is shortening the time during which employees and the institution will con- 
tribute to the capital formation necessary for the financing of retirement income; 
thus ERt without compensatory action leads to a lesser capital accumulation and to 
reduced retirement income. 

C. Many employees tend to save above and beyond the requirements of a formal 
pension plan and often independently of it (particularly between the ages of 55 to 
65); ERt may reduce such aggregate savings and thus may lower further the amount 
of retirement income. 

D. Employees who plan to compensate for such potential retirement income losses 
will find that they may have to start saving more and sooner during their working 
years; or they may have to save a portion of their retirement income, in both instances 
they would have to lower their consumption expenditures. 

E. ERt lengthens the time during which retirement income will be subject to pur- 
chasing power erosion from inflation; this can be serious where income is not given 
some protection against long term price increases through growing variable 
annuities or other periodic upward adjustment; and the need for such protection 
increases as the ERt age decreases. 

F. Finally, on the assumption that general economic growth and productivity im- 
provements will continue, it is not enough merely to maintain the purchasing power 
of retirement income. The level of living of the retired — and more so for those who 
retire early — would continue to decline relative to those at work in economic 
sectors where growth is taking place. 

The diagram that follows illustrates the several key substitutions that are implied. 



Diagram 3. 
a. 

EARNING TIME L< LEISURE TIME I_ 

EARNING TIME LEISURE TIME H 

Leisure or non-earning time is shorter under normal retirement practice (I) than for Early 
Retirement models (II). 

b. 

INCOME PRODUCING ASSETS BUILDUP ^RETIREMENT PAYOUT 1 

INCOME PRODUCING ASSETS BUILDUP RETIREMENT PAYOUT H 

Income Producing Assets buildup is shorter and less under Early Retirement options (II) than 
under normal retirement plans (I). And under II, retirement payout starts sooner and is smaller 
than under I. 

c. 

INDEPENDENT EMPLOYEE SAVINGS AND RETIREMENT CAPITAL FORMATION 1 I 

INDEPENDENT EMPLOYEE SAVINGS AND RETIREMENT CAPITAL FORMATION 111 

Effective aggregate savings by employees are reduced under II, and in turn, supplemental 
retirement income from such savings are also reduced. This translates into a reduced level of 
living. 

d 

MARGINAL PROPENSITY TO CONSUME M. P. TO SAVE 1 

MARGINAL PROPENSITY TO CONSUME M. P. TO SAVE U 

To compensate for some of these effects, employee would have to decrease MPC and increase 
MPS under II. 



In the absence of employer's compensatory action and unless the individual employee 
plans long enough in advance for ERt, the latter simply means that less retirement income will 
be available and, assuming average life expectancies, that the reduced income must last longer. It is 
essential to realize that the income loss is permanent in the absence of compensatory action. 

If the financial burden thus created by ERt is not to be borne exclusively by the employee, 
the institution will have to take upon itself part or all of the expense of adequate 
compensatory payments. Whether it is either willing or able to assume this expense depends 
upon numerous factors. Not the least of these is the reason why it may be favoring ERt 
practice in the first place. 
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II. EARLY RETIREMENT: THE NEW ISSUE 



1. Early Retirement has become a much talked about topic in higher education. The 
literary output has swollen from a mere trickle just a few years ago to a veritable torrent. Not 
a month seems to pass without the addition of new titles to the growing list of contributions 
to the subject. 

With the growing literature there also has come evidence of th^ increasing incidence of 
ERt.ll] At one time, the phenomenon tended to be associated almost exclusively with ERt 
among business executives. It was taken for granted that it took money to retire early, and 
certainly more money than most low and middle income groups found either in their 
pension plans or in their independent accumulation of savings. 

But of late, the idea of ERt has gained favor among unionized labor, for instance, in the 
automobile, the steel and aluminum industries, in certain civil service occupations, and in 
higher education. [See Appendix A] 

On superficial observation, many of the most recent pieces on the subject addressed to 
college and university administrators seem to advance one or several of the following 
thoughts*: 

a. ERt is desirable either for the employee or for the institution, or for both; 

b. It need not result in a significant loss of retirement income for the employee; 

c. It may be a relatively inexpensive alternative among those available to financially 
hard pressed institutions concerned about their ability to finance the payroll; 

d. It is an answer to flexible long range staff planning, to the upgrading of overall per- 
sonnel quality, and to the creation of upward mobility among members of the junior 
staff; 

e. It can assist in alleviating an oversupply of teaching personnel in the labor market 
as a whole. 

All the foregoing alleged aspects of ERt from institutions of higher education tend to be 
accompanied by at times florid references to the requirement that its implementations be 
humane and that they take into account the dignity of the affected employees.[8] [32] 

Interestingly, the discussions in the literature seem to center almost exclusively on ERt of 
faculty personnel Within this limited context, there are writers who point to all manner of 
potentially adverse consequences or to the many complex interactions that must be 
considered when designing equitable, flexible, and financially sound ERt policy. 

Unfortunately, much of the recent writing in periodicals that address themselves to 
college and university management seems to create the impression — if not the illusion — that 
the widespread application of ERt plans is professionally essential, personally urgent, 
educationally desirable, and financially feasible. 



•Individual bibliographical references in Appendix A mention some or all of these. 



All of this may, indeed, be so. But caveat emptor has been sound advice for centuries in the 
market where goods and services are sold. The warning may be even more appropriate 
counsel in the marketplace of ideas. 

2. ERt may be an idea whos* time has come, but behind the enticing facade may lurk 
some not so obvious dangers or oversights. 

Among the several categories of college and university personnel, the ERt issue appears 
to be of special interest to administrative officers charged with faculty staffing. The jargon on 
the subject of ERt in higher education embraces faculty personnel alone. The topic is, of 
course, of interest to all employees. ERt planning must emorace ali college and university 
employees who participate in the institution's retirement plan. 

The preoccupation with ERt for faculty personnel is not surprising. Historically, the 
question of faculty compensation and of faculty benefits has tended to dominate college and 
university personnel administration. Except where clerical and blue-collar personnel had 
strong in-house or union representation or where civil service rules applied, salary and nun- 
wage benefit developments tended to originate with the faculty interest in mind. Even for 
administrative officers, until recently, faculty pay scales and faculty non-wage benefits have 
been the prime or even the sole basis for policy. 

Faculty personnel often have had at least some voice in the determination of non-salary 
benefits, particularly in private institutions. Open discussion and the consent of the (voting) 
majority have played a considerable role especially among private institutions. Such 
participation is by no means a general rule in setting college and university personnel 
compensation policy. It may be useful to remember this fact, for formal ERt discussions are 
not originating with the faculty, nor with employees in general. 

At present, the major thrust comes from the employer. College and university administrators 
are raising the question of ERt and it is they who are focusing the attention on the ERt of 
senior faculty members. While the issue appears to be predominant among private 
institutions, budget pressures at certain public institutions give ERt general interest. 

A major cause for this sudden widespread interest among institutions is their worsening 
financial condition. Pressed on the one hand by increasingly more severe inflation, by large 
and frequently top-heavy faculties, and by inflexible staffing customs, and faced on the other 
hand with steady-state or declining enrollments and otherwise sagging income, many 
administrators seem to have come to believe that ERt could offer a way out of the impasse. 
[33, also see Appendix Al 

Of course, ERt is not a new phenomenon in higher education or elsewhere. College and 
universities report on ad hoc practices. Individual staff members have voluntarily retired from 
their positions before the mandatory retirement age throughout the history of higher 
education. And most public employee and state teacher retirement systems covering 
institutions of higher education have provisions for ERt. 

Early retirement for medical reasons has been standard practice. The ever more widely 
available major disability plans represent in their own right a response to an obvious need: to 
make ill-health-induced ERt financially bearable. And there also has been involuntary ERt, 
except that even guesses concerning its frequency are well-nigh impossible to obtain. 

If ERt is something of a novelty in private higher education this is probably so not for a 
lack of interest in the subject. One of the most simple reasons for not seeing more of a 
movement toward it until now is the conspicuous historical (pre-1960's) lack of money in 
institutions and, until not too long ago, the inadequate retirement incomes at mandatory 
retirement of future retirees. The more frequent incidence today of employee- initiated ERt 
coincides with the improving economic status of the individuals involved and, in industry, 
with their substantial bargaining power.[l7l 156] 

This does not mean that the practice is now the order of the day. But entertaining the 
idea has become more popular than in the past, and this not merely in higher education. 



3. ERt in higher education often begins with a shift from full-time employment to a 
reduced work load at less pay. This "tapering-off" can be found especially in those few 
institutions (see Section IV) where the mandatory retirement age is relatively high compared 
to industrial standards, say age 68 or 70. Frequently the reduced work load r -ns giving up 
department chairmanships, committee assignments, and the tougher teaching duties. [10] [17] 
[26] [33] 

Full ERt so far seems to take place two to three years before the mandatory retirement 
age.* For the present, at least, the early sixties have become the alternative to retiring at a 
mandatory age of 65, 68, or 70, all of these being prevalent college and university retirement 
ages. [9] [12] [16] [30] [56] 

Recently, however, some business practice among certain executives and some new labor 
union demands and contracts have begun to point to somewhat different concepts of ERt. 
First, ERt for certain executives may mean that one leaves one's employment somewhere in 
the late fifties. Often such action is voluntary. In some instances corporations seem to practice 
a form of "mandatory" early (in the late fifties) retirement for selected top executives, with 
attendant liberal retirement settlements. [42] [43] [49] [53] Normally, retirement benefits in 
business ERt plans for executives are generous, although corporations do not like to talk about 
the details. Among the many stated reasons for the practices is the alleged humane concern 
for the retiree's health. Another factor may be the need to bring new or younger blood up the 
executive pipeline. During economic recessions it may simplv be a response to institute 
needed budget cuts. [38] [42] [49] [53] [65] 

Secoitd, labor has begun to ask for and to receive "maximum length ot service" provisions 
in collective bargaining agreements. The expression "thirty years and out" suggests that in 
some types of employment the retirement age for long-service employees may in the future 
be pushed down considerably below the normal mandatory ceilings prevailing today. [35] 
[41] [56] "Thirty years and out" could mean retirement sometime during one's late forties or 
early fifties. 

Third, ERt provisions have been present for some time in civil service employment and 
in the military. All but a few of the public service retirement plans are of the "defined 
benefit" type. ERt provisions and benefits are fixed by statute or administrative regulations. 
Although age 65 is the most frequent "normal" retirement age, full formula benefits may 
become available at ERt. Public plans provide for ERt with and without actuarial benefit 
reductions under specified required service and age conditions. [66] 

It is unfortunate that so much of the current interest in ERt within highei education 
appears to be so closely associated w*th the hard financial times faced by educational 
institutions. The need to reduce the size of teaching and research faculties seems to lead many 
decision makers almost inevitably to the alternative of ERt. When one reads some of the 
pronouncements on the subject, one gains the impression that some administrators have 
seized upon ERt as the chief w..y to untangle their financial puzzle. [33] 

Necessity being the mother of invention, such a development will not surprise. But there 
exist far more legitimate and positive reasons for ERt than institutional financial survival. 

4. ERt may be of interest and value from the points of view of college students, college 
employees, and the college itself. 

The college student has an interest in being taught by competent teachers schooled in 
appropriate ways in the subjects offered in the curriculum. They also have the right to expect 
that the teaching staff is trained to make effective use of materials and knowledge in order to 
achieve the best possible learning effects. Furthermore, students should be able to expect that 
college personnel generally are properly qualified to carry out their tasks effectively and 



*For married female personnel, strictly voluntary ERt occurs at lower a&es than for married males or single male and 
female employees. 



efficiently. 

To students, the cost effective use of human and other resources may mean lower costs of 
instruction or higher educational quality. It may also mean an efficient price charged to 
student or taxpayer. In short, the quality of the personnel is of prime interest to students. 

At times students may be confronted with teaching staff and other personnel whose 
health, attitude, and expertise may have suffered attrition over the years. Should this be the 
case — regardless of why it happened — students may have a strong case favoring institutional 
personnel policies that include humane and adequate provisions for bRt of the personnel in 
question. 

Personnel policies that create greater balance within the age and competency structure of 
the staff, improve long-range staffing flexibility. They contribute to the upgrading and 
safeguarding of personnel performance. They will tend to enhance not only the value of the 
degree awarded upon graduation, but in many instances the student's physiological and 
psychological well-being. 

To the extent to which ERt is a more attractive and feasible alternative to personnel with 
adequate financial means for retirement, the practice often means today that the most 
successful members of the teaching and administrative staff may be the ones who can afford 
to pick up the option. When this happens, the interest of the student may not be well served. 

5. The factors that may interest the student in ERt of college and university personnel are 
germane also for all the other consumers of college and university services. 

The desire or requirement to maintain and improve the performance of educational and 
other institutional services is a value which, it must be assumed, exists also within the 
professional staff of the institution. College employees, long known for their devotion to 
students, to the institutions, and to the professions and callings they serve, may see in ERt a 
solution to several independent or joint objectives. Some of these are listed below: 

— A position, long held, is being phased out; 

—Weakening health short of total disability prevents satisfactory performance or 

could endanger the person's life; 
— Emergency family considerations require the employee's absence from the job, 
— The setting in of boredom after long years of performance in a field of study under- 
going relatively little change; 

— Premature obsolescence because the field of study is changing too rapidly; 

— In the new environment, contact with younger people — students and colleagues — 
may have become too demanding, frustrating, or mentally and physically dangerous; 

— A desire to attempt a new career in a field for which the employing institution has 
no openings; 

— A desire to travel, to enjoy more leisure time to pursue other interests while one is 
still in good health; 

— To phase into full retirement gradually by "semi" ERt with a reduced workload. 

These (and other) examples reflect circumstances where an employee might consider ERt. 
And since the above list contains obvious and convincing reasons why ERt can make eminent 
good sense, one must look for the reasons why the opportunity is not taken more often. The 
following answers are illustrative: 

— There is a stigma to ERt in many occupations or in the eyes of some personnel lest 

others think that one has been fired or that one is a quitter; 
— The second career option entails risks, and it is more likely to be taken when job 
openings are plentiful and only after a position has already been assured; 

— ERt may coincide with new financial obligations which surpass the capability of even 
(upward) adjusted ERt benefits; 

— Unless appropriate financial arrangements have been made long in advance, given 
present average life expectancies, the financial implications of ERt tend to be such as 
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to discourage any widespread implementations on the part of employees; 

— There has -?een enough publicity about the possible ill effects of retirement on a per- 
son's physiological and mental health that many employees look forward to retire- 
ment — and to ERt — with some concern and they will postpone the uncomfortable 
decision as long as possible. To many persons, retirement and ERt conjure up ideas 
of uselessness and dying; thus they may not wish to take what looks like the ir- 
reversible step between productivity and death any sooner than necessary. 

Only the rich employees can afford to forego what at times are substantial amounts of retire- 
ment income, as will be shown h: subsequent illustrations. 

6. As for the college or university iteelf, the students' and the employees' values in the 
matter are germane. In addition, a few special institutional concerns have come into view 
rather uncomfortably during the last few years of increasing financial pressure: 

— The need to cut operating expenditures is forcing the dismissal of tenured teaching 
staff; 

— Colleges that are going out of business (about one a month) are in effect retiring early 
all of their staff; 

— The "tenured-in" condition of many institutions is creating a variety of incentives to 
ease the pressure at the top by means of early retirements. 

It is difficult to know all the reasons why institutions have not moved faster in spite of 
the apparent advantages of ERt arrangements. Here are a few: 

—independent of ERt proper, colleges and universities have tended to be sparing in 
their use of dismissals as a means to solving their financial troubles; tenure rules and 
practices complicate dismissals of senior faculty; 

— Since World War II, college personnel has been growing; with this growth the role 
of professional associations such as the AAUP (and labor unions among blue and white 
collar college employees) has increased; and collective bargaining by professors also 
is becoming a factor; 

— The relatively fast but normal rotation of junior faculty personnel has been taken for 
granted, and in an expanding job market it did not seem to create undue hardships; 
with the decline in job opportunities there has come a hardening of employee think- 
ing, and job security has become an issue among the younger ranks; in such circum- 
stances, ERt settlements tend to become expensive; 

— In spite of all the interest on the part of institutions in the subject, they abhor the idea 
of the "'disguised layoff" and the stigma that attaches to it; 

— Many institutions furthermore prefer not to engage in any sort of unpleasant 
activities; this includes making unpopular decisions about staffing; 

— The greatest expected financial benefits to the institutions will materialize when ERt 
is followed by no (or very few) staff replacements and by "inexpensive" ERt settle- 
ments; 

— Finally, it is one thing to deal with rare and isolated cases of ERt that are almost 
exclusively voluntary; it is quite different to design formal plans; therefore, the 
pertinent know-how may be lacking. 

Thus, although the idea of ERt seems to have found its time, the implementation creates a 
major institutional dilemma: how to design policies that are humane, equitable, and graceful 
without producing for the employee and the institution unconscionable psychological and 
financial burdens. 

An unfortunate truth seems to be that, in the eyes of the institution, ERt points almost 
exclusively to the senior faculty. And this makes the issue difficult not only in a political 
sense, but also personally. Particularly among the many small private colleges and 
universities, the senior faculty and the top administrators may know one another well, 
professionally, socially, and personally. This fact creates a special problem when ERt 
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planning is supposed to help set straight the institution's finances. 

The close association between senior faculty and the top management may lead among 
other things to a high degree of mutual forebearance. ERt is a very late moment for setting 
right all the foibles and weaknesses that may have been developing and tolerated for so many 
years. 

It would seem natural, ?inder the circumstances, to expect that a workable ERt system 
must include provisions for adequate compensation or correction of the disadvantages that 
accrue to the individual employee, particularly where ERt is not voluntary. 

In a broader sense, the presence today of higher incomes opens up the ERt option. 
Properly designed retirement systems might well include provisions for the rapid build-up of 
equity so that the employee's choice of ERt becomes re*l and is an integral part of personal as 
well as of institutional planning. Thus ERt must be seen by all concerned not as a separate 
issue, but as an essential element of the overall retirement system and, even more broadly, of 
the total institutional plan. 



12 



III. SOME MAJOR FINANCIAL IMPACTS ON THE EMPLOYEE 



For employees, retirement normally entails some unique, not always fully anticipated, 
and at times painful adjustments. Not all of the effects are financial, of course; retirement can 
have severe physiological and psychological consequences. 

ERt adds a few special concerns. Not the least important of these centers on how much 
retirement income will be lost by the employee permanently or temporarily. What are some 
of the major financial considerations that arise with retirement gene -..illy and with ERt in 
particular? 

1. A major aspect of retirement is the need for appropriate and adequate advance planning. Since 
retirement in higher education tends to begin at mandatory age limits, employees know well 
ahead when they will begin to live off retirement income instead of a salary. The normal 
expectation — and thus the planning — is that one will serve out one's time until mandatory 
retirement age. 

ERt does not always allow for proper advance planning, if any. This is the case especially 
when the initiative comes from the employer and when ERt is not spontaneous and 
voluntary on the part of the employee and is not part of a formal plan. Even with a formal 
plan, effective planning requires that it be in effect for a number of years. 

The need for advance planning has not been made less important with the expansion of 
social security and private pension plan coverage. The improvements in these areas may have 
brought about an increased sense of security; they also ma) cause some laxness among 
employees when it comes to retirement planning. Average life expectancies, secular 
inflationary tendencies, the special health concerns of the elderly, and the general 
uncertainties around us, all these would seem to add up to making careful long range 
planning an essential task for all prospective retirees. 

ERt can mean that such planning will be interrupted, that long range designs must be 
altered suddenly, anU that planned events will not occur. In cases of involuntary ERt, the 
disruption of a long range retirement plan can be severe. 

Retirement planning involves much more than to provide for an adequate retirement 
income. It may include decisions on where to live, how and what real property to sell or 
acquire, how to prepare for illness, and (more generally) what life style to plan for. Total 
planning for retirement is a complex and difficult task. It requires knowledge, patience, 
perseverance, and time. ERt shortens the time needed to carry out the plan. 

2. And above all ERt tends to reduce one's pre-tax retirement income. This is so especially for 
that portion of the retirement income which depends on one's salary while being an 
employee. 

Retirement income can have many sources. In higher education, retirees report income 
from rentals, gifts, royalties, interest, dividends, capital gains, and even from work, in 
addition to social security benefits and pensions. As a matter of fact, the income structure for 
higher education retirees is quite complex. 
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And income levels differ considerably. Almost half of the respondents to a recent TIAA 
Survey[30] report monthly retirement income from all sources of $799 or less. About 28 
percent say they receive total monthly net income of $1,250 or more. In this group, income 
from interest, dividends, miscellaneous sources, and wages from current employment 
frequently represent a significant portion (20 percent or more) of total income. 

Income producing assets such as savings accounts and securities portfolios play an 
important role in retirement income. Su^h assets may have been inherited, may belong to the 
spouse or the children, or may even have been donated to the beneficiaries. On the other 
hand, the normal source for such asset accumulation is more often than not one's salary and 
the periodic savings from it that make such accumulations of capital possible. 

To the extent that ERt eliminates the employee's ability to build up income producing 
assets other than pension capital, it contributes to a permanent reduction of retirement 
income from such sources. Unless one finds other gainful employment, this smaller income 
must extend over longer periods than under mandatory later retirement. 

The crucial importance of savings is such that it extends into retirement. Roughly half of 
those reporting savings in the TIAA Survey indicate that they increased theirs during 
retirement Increasing one's savings during retirement may not be related to an excess of 
retirement income, but rather to the need to provide adequate future income security given 
average life expectancy and one's pragmatic adjustment to the ravages of secular inflation. 

Thus proper long range planning for retirement would seem to require the building up of 
savings not only during one's years of gainful employment, but if possible beyond into the 
years of retirement. ERt would reduc one's ability to save; at the same time, ERt increases the 
necessity to save. The ultimate effect is to reduce one's retirement level of living. 

A crucial distinction needs to be made between before and after-tax income. In this essay 
we have decided not to estimate the after-tax "disposable" income. The tax status of 
individual retirees differs widely. Some ERt proposals take into account the federal income 
tax effect bui ignore the impact of other taxes. During retirement, local, county, and state taxes 
assume special importance. For those living on fixed incomes, property taxes can become a 
special burden. And the marital status of retirees, the composition of their income, and the 
number of dependents lawfully claimed are but a few of the considerations that will affect the 
specific level of after- tax income. 

Nevertheless, it is important to keep in mind that often there will be major differences in 
after-tax income before and after retirement. ERt before age 65 may mean that some tax 
advantages will not yet be available, the double exemption being the most obvious one. Thus 
we have here one more reason why ERt after-tax income prior to age 65 may tend to be less 
(other things being equal) than after-tax income at or after age 65. 

3. Employees retiring any time between ages 62 and 65 who claim social security payments will 
find that their monthly social security benefit will be reduced permanently.* 

Normally, social security payments begin at age 65. The present law allows benefits to be 
claimed as early as age 62. If payments start at age 62, the monthly benefit would be 
permanently lower by 20 percent compared to what would be received at age 65 at a given 
level of the average wage base. 

Conversely, if one does not collect social security benefits at age 65, each month through 
age 72 without a claim will add l/12th of one percent to the size of future monthly payments. 

Eligible employees must determine their individual future benefit levels before they can 
make an informed decision about ERt and its effect on their social security income. The 
following illustration provides us with an estimate of how large the annual income loss can 
be if social security claims begin at age 62: 

•On the other hand, even at the U*v,er levels at age 62, lifetime social security income may exceed what 
would be received with the higher benefits beginning at age 65 or later. 
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TABLE 1. Social Security Income Lost at Retirement Age 62. 



Average Monthly 
Base Wage 
(1) 



Benefit 
Age 65 
(2) 



Age 62 
(3) 



Benefit 



Annual Income 
Loss 
(4) 



Single Sum 
Replacement 
Annuity Costt 
(5) 



469-473 

479-482 

488-492 

497-501 

696-700 

846-850* 

946-950* 



288.00 
291.50 
295.40 
299.40 
380.20 
415.70 
437,90 



230.40 
233.20 
236.40 
239.60 
304.20 
332.60 
350.40 



691.20 
699.60 
708.00 
717.60 
912.00 
997.20 
1,050.00 



6,988 
7,073 
7,157 
7,255 
9,220 
10,081 
10,615 



Source: Commerce Clearing House, Inc; 1974 Social Security and Medicare Explained; Benefit Table, 
pp. 1-9; effective [une 1974. 

'For average monthly incomes over $720, the social security benefits shown above will be available 
after June 1974 only. 

tThese and all subsequent annuity estimates vere provided by the TIAA staff. 

These social security retirement income reductions (Col. 4) ire substantial. They should 
not be overlooked by employees interested in or asked tc consider ERt. After June 1974, social 
security benefits will be adjusted periodically to retu'ct increases in the cost of living.[23] [29] 
The income foregone because of ERt social security payments will then become even greater; 
i.e. by the percentage that inflation added to the basic (reduced) monthly benefit. 

Column 5 in the above table also lists what it would cost to purchase an annuity at age 62 
that would restore the social security income foregone. The single sum replacement annuity 
cost does not account for supplemental benefits resulting from the application of the social 
security CPI escalator. 

In view of recent events on the energy front and the prospects of higher utility and 
gasoline bills — not to mention ether inflationary influences — the amounts of income lost 
illustrated above assume special importance: the permanent income loss translates into a 
sizable percentage of a retired person's monthly consumption; among other things, it could 
help pay for utility and transportation bills. 

Although ERt may either increase or decrease the total lifetime amount received from 
social security (depending on retiree longevity and recent inflation rates) normally it will 
reduce the retiree's yearly income from social security and thus reduce the level of living. 
Thus, as far as social security benefits are concerned, it is not necessarily advantageous to 
retire early. 

4. ERt for higher education personnel will reduce pension benefits under all types of pension 
plans unless the employer is able and willing to offset all or part of the loss.* 

It can be assumed that future pensions based entirely on contributions that have been a 
function of salaries and wages f without additional subsidies) will behave in a manner similar 
to that described on the following page. 

•The illustrations that follow art* based on financial data for defined contribution (money purchase) retirement plans. 
Most T1AA/CREF plans use the defined contribution approach. The dimensions of ERt income loss under defined 
benefit (formula) plans, the approach predominating in public employee retirement systems, are comparable. All 
types of plans are based on common actuarial principles. Under defined benefit plans an actuarial I v unreduced 
(full foimula) benefit results from applying the benefit formula at the "normal" retirement age. The formula is 
usit^'I y stated as a percentage (e.g. 1 1/2'" ) of "final average salary" multiplied by years of service. If the full formula 
is applied at the ERt age the benefit is lower because it reflects a lesser number of years of service and a lower 
"final average" salary component In addition, ERt with an actuarial reduction from the benefit result of ".j 
formula may be provided for. This usually happens when service and «ge requirements are stated for ERt at lull 
formula and an age is stipulated below which an actuarial reduction is applied 



15 



The ERt income loss has several dimensions: 

A. The capital accumulation from which future pensions will be paid tends to be smaller 
at ERt than if gainful employment continued until the mandatory retirement age 
is reached. 

B. The capital accumulation is mailer because the employer's contribution to it, the 
employee's required (if any) or voluntary premium payments, or both will cease in 
part or entirely. 

C. Any increase in annual premium payments that would have come about with in- 
creasing salaries or wages must be sacrificed. 

D. Each separate or cumulative reduction in the annual capital accumulation will re- 
sult in a commensurate loss of compound investment return, thus further reducing 
potential retirement income. 

E. ERt normally implies an actuarial benefit reduction. 

In order to illustrate some of these effects, we have been fortunate in receiving 
permission from one institution to use a group of its employees for the pertinent calculations. 
The enti r e group comprises 27 individuals whose age is at present 51 or more, stages one and 
two of the ERt pyramid. Our illustrations will focus on 7 of those individuals.* 

Tables 2a and 2b give us an idea of how large the ERt losses can be and how rapidly 
pension and social security retirement income declines at ERt. 

Table 2a shows the estimated ERt losses for 7 employees and illustrates how much the 
TI AA/CREF benefit declines (permanently): by about one third if ERt is at age 65 and by about 
half if it is at age 62 'see column 11). The table also shows (in column 9) what proportion of the 
final five year salary average (in column 8) is represented by total ERt income (column 7): for 
all seven people, normal retirement (at 6P) would provide income of more than 50% of final 
average salary, but ERt (at age 65) would provide about 45% of final average salary, and ERt at 
age 62 (Employees C through C) would provide incomes ranging from a third to a half of final 
average salary, depending on the employee's circumstances. Column 10 does not reflect the 
likely social security benefit lost. 



♦The assumptions governing our calculations are as follows 
(plan date 1.174): 

a. TIAA Interest Rates CREF 

5 3/4'* Pre-Retirement 79< 

8'* Post-Retirement 4*7< 

l>. Contribution RaL»s (as % salary): 
10 percent of Social Security Base, 
15 percent of Excess 

c. Salary Policy: Salaries increase by 6 percent each year 

(increase effective July 1). 

d. Option: Ten year certain and life; 

e. Social Security Assumptions: 

—Salary based on 6^ scale before and after 

early retirement; 
—Social Security wage base increases 5 l ?< annually; 
— CPI rate increases 2 3/47< annually; 
— Benefit is Primary Insurance Amount. 
These assumptions underlie all illustrations unless we state otherwise. All calculations have been provided by 
TIAA/CREF, except the illustration of the effect on college expenditures (see Chapter III). 

The mandatory retirement is age 68 in this institution. Although relatively few such instances re- 
main, and it might therefore be more appropriate to show the effect of ERt between ages 65 and 62, 
for instance, the illustrations serve the purpose of illustrating the fundamental issues. 
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Table 2b summarizes the losses in accumulations and TIAA/CREF retirement income for 
five ERt options for the same 7 individuals. In each case the losses are shown for each 
subsequent ERt option and cumulatively. 

For instance, employee A who is 65 years old and would retire normally in 1978 would 
at age 68 have accumulated a principal of $93,105. At age 65 the accumulation is only $69,389 
or 25.5 percent less than it would be three years later. 

His income at age 68 would be $8,958 (without Social Security) and at age 65 it would be 
$6,400. Thus, the permanent income loss of $2,558 represents a decline of 28.6 percent. 



18 



6 

0 

0 

c 



w 
oc 

u 

V. 

< 
< 



CD 
CO 



*0 

CO 
ft 

m 



O 



r* v a* co 

O 9 M CO 

^0 r* m r* 

n n |/1 \c 



f ^ O h m 

\0 cn m o> co 

h m co co v 

% % % % % 

m \& oo 



8s0 r» r» cn o m 

m r* m o o m 

t m i/i m o o co 

to ^ r» *0 r*» o «h 



CO s0 a* v t0 o m 

m h (T> o i/i h t 

OPi *0 C* m o v v 

% • % * « * * 

CD V0 O CP* O <9 v0 



41 
■ 

o 
o 
c 



f44 

w 

o 

< 
< 

M 

c 



(A 
W 

o 
•J 



in 
in 



2 



CO 

m 



co 
m 



O 



o 

s0 



O 
\D 

O 

CN 
s0 



rsi 
s0 



O 



m 

S0 



m 

S0 



O 



CO 
s0 



CO 



C* s0 

co r* 
op* o 



H ^ CO 

^ (T> 



SO 
V0 

m o 



cn r* v 
cn m 
v r* o 



cn cn cn ro 





m 








a 






0 






u 






c 






M 




V0 




ph 


CO 


u* 


(N 


ph 


Ul 






Uft 


<H 




(J 






\ 












< 






M 






H 








*0 


Oft 


c 


m 


V0 


■H 










«H 


M 






W 






0 






•J 


C* 


o 




O 


m 


4) 




PO 


> 






•H 


m 


PO 








<d 












3 






fl 


o 


00 


3 




o 


U 




V0 




ft 


ft 











CN 

N0 



V0 rH *f 

nm o 

« « « 

r* o <h 



r* (N *h m 

J» H CD ^> 
\0 m O s0 
« « * ft 
in \0 cp» o> 



m cn co 

n C' ^ h m 

co r* <n m c?» 

« * « • * 

m «r m 



So cn r* v o co 

M V l/l H O 

m o r* o v0 

« « « « « « * 

^ M n (N m v V 



-0 

CN 

a 



c 

0 
•H 

id 



2 



°s 2 



H CO h 

(N 

.h m in 
• « « 
\D m «h 
m m r* 



co v co o 

m cr* m (N 

« « « « 

m m o s0 

v r* co 



s0 r* s0 m r* 
cp» <J» cp» o co 
i/i CO i/i h en 



CO H vO 

m m m 



co 3 



<T« *h \Q r* r* co m 

Sm o ct» CN fh 

cn cn ci s0 fi in 

(J^ M (N H h H h 

vO m TO P** P** <N PO 



m co m o o co 
O t (N i/i H t n 
<h s0 (N r* o> s0 



2* 



* * C* 

o \0 r* 



co o <h m m cr» 

P** CO CO CO CO CO co 

CP* CP* CP* CP* CP* CP* C" 



m o co m m 
v0 s0 so o ui m m 



< A U Q U h O 



w 
c 

0 

■H 

a 

0 

a 
o 
o 
< 



tn 

(0 

o 



tn 

in 



co 
m 



co 
m 



0 

3 



O 
v0 



0 



<N 
s0 



CN 
s0 



O 
4-> 



m 

S0 



m 

S0 



CO 

S0 



CP» 
<N 



m O m 

N f fl» 

m r* (N 

« « % 

eft v m 



CP <N P"* P* 

m O V s0 

f H CO CO 

ft ft ft ft 

o <h r* r* 



O O H m co 

H O CO N N 

^ i/l O IN H 

ft ft ft « « 

M fl^ H n M 

N h N n n 



\0 r» pn oO 

HH MlA 



m (N rsi 

v o i» . v h 

m O «h m ps> pn 

M (N m (N cn * * 



m m r+ o co m m 
s0 s0 v0 s0 m m m 



< (A O Q W Cm O 



W 
C 
0 

■H 

id 



9 

U 
0 

< 



w 
w 

0 

•J 
> 
fd 

3 
0 

a 

u 



o 

s 

s 



CP» <N «H 

n M h 

P«* <N V 

ft ft * 

03 <T CD 

s0 O O 



<n co 

CH H CO H 

fN f V ^ 

% ft » * 

ifl 01 *f n 

m m cr» cp» 



n CO V i/i h 

en in h ^ i/i 

CO m v0 (N 

« * ft • « 

« « co ^0 m 

m v v f* r* 



s0 P* m co w cn pn 

H H ,N Ifl M <-l CN 

h V O M N *f H 

« ft ft « « ft » 

w oh m h ^ m 

(N CN m CN M V 



^i m h o CO m m 
s0 \0 s0 \Q m m m 



< A U Q W Ui O 



ERLC 



Finally, Table 3 shows how large the social security benefit loss would be for the 7 
individuals for each ERt option and cumulatively. 

TABLE 3. Comparison of Social Security Benefits Lost at Varying Retirement Ages 
OASI Rates Effective June, 1974. Mandatory Retirement 68. 

Employee Age Annual Social Security Benefits 







68 


65 


62 


A 


65 


5,352 


4,103 




B 


63 


5,892 


4,752 




C 


61 


6,462 


5.269 


3,347 


D 


60 


6,765 


5,537 


3,591 


E 


58 


7,413 


6,070 


4,078 


F 


55 


8,464 


6,956 


4,715 


G 


53 


9,233 


7,618 


5,159 



Annual Social Security Benefits Lost 

68 to 65 65 to 62 



A 


65 


1,24? 




B 


63 


1,140 




C 


61 


1,193 


1,922 


D 


60 


1,228 


1,946 


LI 


58 


1,343 


1,992 


F 


55 


1,508 


2,241 


G 


53 


1,615 


2,459 



Cumulative Annual Social Security Benefits Lost 







68 to 65 


68 to 62 


A 


65 


1.249 




B 


63 


1,140 




C 


61 


1,193 


3,115 


D 


60 


1,228 


3,174 


E 


58 


1,343 


3,335 


F 


55 


1,508 


3,749 


G 


53 


1,615 


4,074 



Note. SiKtal Security Assumptions, effective June. 1974. 

(a) Salary based on 6 1 * increment befote and after ERt. (ci CPI increase 2 3/4% annually. 

(b) Soital Security wa$e base increases 5% annually. (di Benefit primary insurance amount. 

In these illustrations, the social security loss at age 62 exceeds 20 percent of the age 65 base 
because salaries are assumed to grow at an annual 6 percent rate. This increases the average 
monthly wage base for social security benefit computation. In addition, there is included an 
annual adjustment for inflation. 

If all 27 employees in the sample were to avail themselves of some ERt option (or were 
requested to consider one), the total potential ERt losses to employees would be impressive. 
Table 4 provides a summary for ERt options at ages 65 and 62. At age 65, ERt losses in 
accumulations total $864,697 and at age 62, the amount nearly doubles to $1,677,847. 
Aggregate income losses are also large: $135,328 at age 65 and $286,698 at age 62. 

Thus, at age 68 the pension would be 33.4 percent (col. 11) of the final five year salary 
average (col. 9); at age 65 this drops to 27.8 percent and for age 62 to 23.4 percent for the group 
of 27 employees. 

IS 



20 



rH <N rH 



t 

o 

i-H 

e 

p» 
r j 



ct * 
id 

01 

U in 

c 

0 



8 1 

W 



o i-i a* 

M 0 



rH O 

0 (/) u 



ERLC 



* 

Lf) rH u 

• c/> > 

c < 



4J 

c 

0) 
6 
0) 

u 

•H 

4J 

0) 

06 

•H 



4) 

4) J 

* 5 



ro 

rH w 

fN 



6 

4) 



O 
PC 



C 



Of *J 01 

is *3 



3E 



Of Of 

c c 

•H -H 

(A 
3 
C 



H 



Of Of 

c c 

■H H 



id 



06 
w 



in 

Of 

tn 
w 

3 



u 



in 


fN 


CO 


ro 


fN 


id 


id 


Q 


fN 




00 


o 


00 


rH 


p* 












^ 


fN 


fN 


r^ 


o 


00 


On 


CTi 


rH 


fN. 


fN 


rH 




rH 


rH 




ro 


00 


ro 


00 


on 


00 


o 


id 


fN 


co 


id 




*f 


on 












co 


o 


fN 


fN. 


in 


in 


on 


id 


00 


id 


00 


id 


1-1 




CO 


o 


fN 


00 


fN 


CD 


o 




fN 


o 


f? 


in 


rH 


CO 


JO 


id 




* 








id 




in 


on 


id 


OS 


id 




o 


00 




ro 


rH 


fN 


fN 


in 


o 


in 


on 


id 


CO 


^h 




fN. 


in 


id 


rH 


in 


id 


on 


* 




* 








cn 




l/T 


in 




id 




on 






<— ( 






rH 




Q 






id 




00 






id 


fN 


00 


ro 


fN, 


if 


* 




* 








in 




id 


o 






in 


in 


on 












id 


fN 




o 


id 


fN 


00 




m 


p* 


id 


^ 




ro 


fN 














id 


rH 


p* 


o 




Cn 




in 


00 












O 


co 


r* 


en 




CO 


co 


on 


CO 




rH 




id 


fN 


CO 












id 




^ 


00 






CO 


id 


id 




Q 




00 


CO 


id 


* 


* 




* 


* 




fN 










o 


p* 


m 


fN 


fN 


m 


p* 


m 


P* 


id 


00 


p* 




^ 












id 


00 




Q 


id 


p* 




fN 


on 


00 


r» 


fN 


m 




on 












rH 


rH 








ro 


ro 


o 


00 


m 


o 


00 


fN 


fN 




m 


m 


on 


rH 


CO 












on 


fN 


id 


00 




id 


ro 


ro 


p* 


On 


fN 


on 


ro 


m 


id 


rH 










00 


m 


ro 


fN 


id 




vd 




*d 





4J 

06 

W 



w 





00 














« 




CO 


fN. 




CO 




CO 


fN 




fN 




i-H 


r-» 




id 


in 


in 


CO 


3 


o 


<9 


m 


CO 




P- 


CO 












O 


p* 


CO 


m 
















in 


fN 


CO 


if 


o 


id 




p* 


CO 


id 


m 


8 


CO 


fN 










• 


f—i 


id 


m 




P* 


CO 


fN 




fN 




00 


< 


fN. 


rH 


fN» 


s 


on 


cn 


on 


on 




CO 






CD 






4k 




* 


00 


CO 




o 


P* 


*H 






rH 




00 








s 


CO 


s 


CO 


00 




CO 


m 


CO 


p* 


O 














id 


rH 




CO 


ro 


00 


in 


on 




m 


00 


id 


CO 


rH 




Id 




00 


id 












m 


CO 


rH 


fN 


fN 




en 


00 


00 


en 


en 


on 


on 


s 


<Nj 


© 


id 


co 


00 


fN 












in 


CO 


rH 


fN 


<N 


on 


fN 




if 


in 


<H 


O 


rH 


rH 


O 


CD 


on 


en 
















fN 


ro 


CD 


3 




<H 


00 


fN 






<H 












CO 


CD 


00 


CO 


o 


CO 


id 


o 


on 








IT 


fN 












m 


CO 




©n 


id 


id 


^ 


rH 


CO 


fN 


00 


on 


cn 


8 


fN 


<H 


id 






rH 


O 


CD 


rH 


on 


rH 












p- 


m 


rH 


00 


CD 




CO 




fN 


rH 


00 


m 


CO 


fN 


Id 


id 


id 




id 




p* 

fN 


ft 




O 
fN 





c 



Of 

4J 



I 1 

0> 



OS 



4J 

06 
U 



Of 

a 

06 

w 



It is more meaningful to express these aggregates in terms of what would be the loss per 
employee. For accumulations, ERt losses are 528,917 per employee at age 65, and $44,405 per 
employee at age 62. 

TIAA/CREF pensioi ncome declines by $3,164 at age 65, and by $4,845 at age 62. Social 
security benefits are reduced respectively by $1,334 and $3,054. Total ERt income thus falls by 
$4,497 at age 65 and by $7,897 at age 62. 

Tables 5a and 5b provide another view of the rate at which retirement income dec eases 
with the lowering of the retirement age. In Table 5a, we start with the knowledge that a 
present TIAA-type annuity accumulation would yield a monthly uniform income of $1,000 at 
the mandatory retirement age. The table lists the factors by which one multiplies $1,000 at 
each retirement age to obtain the new monthly retirement income. For instance, $1,000 at age 
65 (mandatory retirement) would equal $808.60 at age 62 for a specific male employee. As the 
table shows, the factors to be applied for the calculation and the monthly income payments 
are slightly higher for female employees. 

Table 5b provides the single premium factor which, if paid at the various ERt ages, would 
increase the annuity accumulation to the level required to produce the annuity that would 
have been achieved had employment lastea until the mandatory retirement age. Thus, given 
an employee's accumulation at ERt, how large would the single premium payment have to be 
in order to provide at ERt the same annuity the accumulations would produce if left to 
mandatory retirement? Table 5b uses a uniform accumulation of $84,652 for the various ERt 
ages. The single premiums increase rapidly as the retirement age is lowered. For instance, 
given a mandatory retirement age of 68, it would require an additional $46,906 at age 62 to 
provide the same annuity as at age 68. The amounts again are slightly less for women than for 
men. 
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Returning to our 7 case employees, the following illustration (Table 6) provides another 
striking view of the income loss in both pension and social security income resulting from 
ERt: 



TABLE 6 Early Retirement i-'jome Loss as a Percent of 

Estimated Retirement Income at Age 68. 



Present Estimated Income, ^ge 68 
Qnployee Age TIAA/CP-EF OASI Total 



A 


65 


8,958 


5,352 


14,310 


B 


63 


6,616 


5,892 


12,508 


C 


61 


10,999 


6,462 


17,461 


D 


60 


9,304 


6,765 


16,069 


E 


58 


10,056 


7,413 


17,469 


F 


55 


14, 4i: 


8,46i 


22,874 


J 


53 




9,233 


25,676 



Qnployee 


Present 
Age 


Estimated Income 
TIAA/CREF 
65 62 


Loss 
60 


in Percent 
OASI 
65 62 


at 


Va r i r, 
Total 
65 


ERt 
62 


A 


65 


28.6 






23.3 






26. fi 




B 


63 


31.1 






19.3 






25.6 




C 


61 


31.1 


53.1 




18.5 


48. 


2 


26.4 


SI 3 


D 


60 


29.5 


50.6 


61.2 


18.2 


46. 


9 


24.7 


49.1 


E 


58 


30.4 


52.1 


62.8 


i 

: i8.i 


45. 


0 


25.2 


49.1 


F 


55 


30.6 


52.2 


63.0 


i 17.8 
i 


44. 


3 


25.9 


49.3 


G 


53 


28.0 


46.4 


58.7 


i 17.5 


44. 


1 


24.2 


46.9 



If ERt at ages 65 and 62 promises to bring about a retirement income loss of somewhere 
between 30 and 50 percent of what pre-tax take-home pay would be at mandatory retirement, 
employees certainly will pause and give ERt a second look. After all, how many of us can 
afford to give up a fifth, a third, or perhaps half of our retirement income? 

Higher education has mandatory retirement age limits ranging from 70 through 65. Of 
about 900 TIAA institutions, roughly 60 remain at the age 70 limit, and about 57 are at the age 
68 mark.* Thus for all the other institutions, ERt means moving below age 65. 

The few that remain at the higher retirement age limits may feel the greatest pressures to 
institute ERt, partly in order to join the mainstream. Therefore, employees in these few 
institutions are especially vulnerable in terms of present expectations. The extra years of 
employment at what normally are high salaries represent an excellent opportunity for 



•Information provided by TIAA. 
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voluntary improvement of one's retirement income levels. Unless proper compensatory 
policies are instituted in such colleges and universities if and when they lower their 
mandator/ retirement age, affected employees risk lojing hefty percentages of retirement 
income. 

An additional comment about after-tax income is in order. The literature and 
conventional wisdom on the subject seem to indicate that we should expect retirement 
incomes to be less than pre-retirement income. Somehow we have come to accept the notion 
that retirement incomes ought to be related to some pre-retirement lifetime earnings average. 

In an age of inflation we may need a more aggressive view on how large retirement 
income ought to be. For instance, we could defend the idea of retirement income 
maximization as being the most practical objective. In addition, we might concentrate on real 
income and not on current dollars. Over long periods, wages do tend to move with inflation; 
similarly, sooner or later, pensions will have to move so also. Retirement income planning 
that is overly concerned with past wage levels may ensure that the retired will be condemned 
to poverty at some point. After all, they already constitute a major segment of the poor among 
our population. 

The preceding illustrations i.ake it quite clear that ERt reduces pension and social 
security benefits; and in similar fashion it can reduce other retirement income. It affects other 
amenities, as well. 

In addition *o the type of retirement income loss mentioned above, it is important not to 
forget that at ERt the employee will lose a number of non-salary benefits, depending on the 
practice of the employer to continue them or not. Among these are life insurance, perhaps 
major and group medical coverage, allowances for travel to professional meetings, tuition 
allowances for children, spouse, and other dependents, and group status in general. 

To the extent to which there is a tendency today for some of these benefits to carry over 
into retirement, the same would probably apply in ERt cases. 

Another type of benefit is the free use of institutional facilities, such as office space and 
access to libraries, to computer centers, and to laboratories. At present, the policies among 
colleges and universities concerning such access differ markedly. ERt policy must address 
itself to this issue. 

Finally, access to students is a major benefit — albeit a rather different one than those 
mentioned earlier. If we think of faculty personnel in particular and how they develop their 
professional expertise, the role of the student must not be overlooked. The latter is complex 
and highly differentiated. Where it is negative, ERt may be seen as a blessing. Where it has 
been positive, ERt means that a key resource is taken away from the professional employee. 
In some instances of retirement, providing continuing access to students (particularly at the 
senior and graduate levels) may constitute as significant a benefit as retirement income. And 
it may have desirable physiological and psychological impact, thus being more than a 
professional benefit. 

To remain a productive member of society is a major value and ERt may be seen by many 
as a threat in this respect. 

The preceding discussion and illustrations lead to the following conclusions: 

A. Unless countervailing action is taken, ERt entails a reduction in an employee's 
pre-tax income. 

B. There is a reduction in the primary retirement benefits, as follows; (1) the income 
from the normal pension plan will be reduced; and (2) if social security benefits 
are claimed before agp 65, these can be reduced permanently by 20 percent or more 
(under the new law). 

C. To the extent to which salaries enable employees to increase income producing 
assets above and beyond the requirements of the formal pension plan, ERt may 
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impair the ability of employees to continue to do so. This in turn would affect ad- 
versely the size of future earnings from such assets. 

D. Since pre-tax retirement income from pensions and social security tends to be less 
than the salaries prevalent prior to retirement, ERt intensifies the "retirement 
income shock." If there continues to exist a need to save during retirement (among 
other things, because of continuing inflation), ERt may help depress the retiree's 
level of living in a cumulative fashion. 

E. The combined ERt income loss and the secular purchasing power loss resulting 
from inflation combine to make ERt financially risky, if not downright un- 
attractive — unless countervailing or compensatory measures are taken. 

Retirement among higher education employees affords mixed financial experiences. 
Some retire with adequate incomes, and many do not.[30] Perhaps far too many accept a state 
of financial withdrawal with more resignation than they should. 

Some former employees in higher education may have thought at one time that their 
retirement income was adequate. Sooner or later, the inexorable increase in the cost of living 
will change their minds. It should not be too surprising that relatively few among those who retired 
early say that they did so because they could afford to.130] 

Nevertheless, ERt is on the increase in industry and to a lesser degree in higher 
education. Between 1964 and 1969, early retirement among workers collecting social security 
increased by 91 percent. Between 1969 and 1974, this growth continued, but at a slightly 
slower pace: 62.6 percent. Today twice as many people retire early (among all retired 
workers) than did ten years ago. U. S. News and World Report (May 13, 1974) believes that the 
trend would be speeding up, except for the quickening pace of inflation. 

In order to make ERt attractive, employers are providing appropriate incentives. 
Whatever specific forms these may take, they have one thing in common: they restore part or 
all of the otherwise foregone retirement income to the employee. And such countervailing 
action on the part of the employer can be quite expensive, as the next section will try to show. 
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IV. MAJOR FINANCIAL CONSEQUENCES FOR THE EMPLOYER 



The "ERt Pyramid" depicted in Chapter I describes a general model of the typical phases 
through which ERt policy development seems to move in higher education. The financial 
consequences for the institution are magnified as an ever larger percentage of its employees 
becomes interested in or exposed to ERt policy. 

1. A. The "Ad Hoc" stage, until just recently, appears to have been the most prevalent 
situation. ERt that is not strictly spontaneous or voluntary on the part of the employee manifests 
itself through isolated occurrences. 

In this phase, the institution has not yet formulated a policy. Each case is handled 
sepaiately and, normally, with as little publicity as possible. The few cases that come up 
concern employees who are close to the mandatory retirement age. 

An interesting aspect of ERt at this stage is that the terms of separation tend to be known 
only to the employee in question and to the employer, but not normally to others. Thus, the 
"private deal" is a characteristic of the arrangements at this stage. 

With experience the institution also senses the need to establish guidelines. These may 
not be known generally by employees. This often will constitute the first step toward a formal 
ERt policy. 

B. In stage two, the employer moves toward or already has formulated an ERt plan or 
policy. An important feature and effect of such a plan is that it leads to a generalization and 
broadening of eligibility requirements to a specific group of employees. Stage two, subject to 
the definition of eligibility, normally embraces all those employees who find themselves 
between the mandatory and the ERt age limits, at the ERt age, and within but a few years of 
the latter (see Chapter III, Tables 1 through 5). As was suggested in our earlier definition, 
length of previous service within the institution will often be a key feature in determining 
employee eligibility. 

Today, ERt policy discussions that originate with the employer tend to be connected 
frequently with the need to reduce the size of the staff because of adverse enrollment and 
budgetary pressures. The problem in these instances is not merely to reduce personnel by a 
few individuals occasionally. The pressures may then be such that within a relatively short 
span of time significant percentages of people may have to be retired. It may not suffice to 
trim sail in the junior ranks. Senior staff may also have to be cut back. 

In such instances, ERt and the disguised lay-off will have much in common. The 
distinction may lie in the financial terms of separation. And because of the number of 
employees involved and the nature of the financial problem that must be faced, the 
separation becomes a public issue requiring a systematic approach. This public aspect is a key 
distinction of stage two, compared to stage one. 

Another interesting feature in such a situation is that on balance neither the employer 
nor the employee will have had adequate time to prepare for what is about to happen. The 
common search may be for a humane solution, as much of the ERt publicity proclaims. In 
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reality we are faced with a bargaining situation in which the institution seeks to establish for 
itself a favorable financial settlement, while the employee will try to obtain terms that are 
among other things the least damaging to retirement income. 

ERt plans thus will perforce be concerned with compensatory financial arrangements. 
And these eventually may set in motion incentives and appropriate political action among 
the personnel that generalize ERt policy even further. 

C. Stage three is reached when one or several ERt options have become a p^.i of the basic 
retirement program of the institution. 

At this point ERt becomes an option for every employee, provided the particular 
eligibility requirements are met eventually. Since the retirement income trade-offs are 
known, alternate premium or contribution structures can be provided. 

For instance, one of the choices might include the payment of larger premiums for a certain 
number of years by the employee in order to become eligible for ERt at a specified age with a 
compensatory supplement at that time by the institution. 

Since younger and lower paid employees tend to prefer current to future income, 
institutions can devise incentives whereby additional employee contributions will be 
matched in some specific ratio (i.e. dollar for dollar, percent for percent, up to a maximum 
institutional contribution). Another alternative would be to limit the matching principle to a 
specific number of years, say age 35 through 55, or 40 through 60 such that when the ERt 
option arises adequate capital will have accumulated. 

In this third stage, some of the risks and costs of ERt can be spread over many years. And 
with proper planning the several other than purely financial aspects of ERt can now be taken 
into account. 

Many of the questions which arise have been mentioned briefly in Provisions For Early 
Retirement (26); other sources are listed in the Bibliography in Appendix A. The literature and 
evidence from industrial and public employment practice support the contention that, once 
ERt has become a formal retirement option, the retirement plan as such has been modified. 

But let us now turn to some illustrations of the possible financial consequences for the 
employer. We shall proceed from an example of a low cost compensatory arrangement for the 
institution to more complete and expensive alternatives. We do not intend to provide 
comprehensive illustrations; rather, we hope to convey an idea of the range of possibilities. 

2. The zero-cost solution. In the most extreme case, ERt presents the institution with a zero- 
cost situation: ERt of an employee takes place without personnel replacement, without 
severance pay, and without any provision for financial supplements that compensate the 
employee for lost retirement income. 

Although we do not have precise data on the subject, the zero-cost solution (to the 
institution) appears to have been the most prevalent ERt practice in the past particularly in 
employee initiated ERt. 

From the preceding discussion and after reviewing recently evolving practice in 
industry, government, and education, it seems to be realistic to assume that hencef the 
zero-cost alternatives will become relatively rare. It may be limited to instances of outright 
dismissals or to situations where the ERt conditions are dictated by extreme institutional 
financial distress. Otherwise, some sort of financial settlement has become or appears to be an 
essential element of ERt. 

3. If zero-cost is out, least-cost is not. The finding of a least-cost solution is in the highest 
tradition of sound business management. Today, more than ever, colleges and universities 
have every incentive to minimize their costs of operation. 

Although we have mentioned it before, it is worth repeating; ERt not only affords 
educational institutions an opportunity for cost reduction; the need to economize has brought 
ERt itself into prominence. 
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An interesting and intermediate step that does not quite lead to ERt is the phasing out that 
manifests itself in reduced work, normally at reduced pay. In this manner savings accrue to 
the institution to the extent to which personnel compensation is being reduced. 

When complete separation and ERt take place, the institution's search for a least-cost 
solution may include the following constraints: 

a. There will be no personnel replacement; 

b. Severance arrangements are limited to the restoration of all or part of the pension 
income lost because ot ERt, and compensation for lost pension income is limited to 
the portion that relates to the institutional premium payment; 

c. The base salary at ERt is used as a constant in calculating what the pension would 
have been at the mandatory retirement age; 

d. And all other non-salary benefits are discontinued at ERt, save perhaps some in- 
stitutional amenities such as access to libraries and study space. 

While it is impossible to stipulate the precise terms of a general least-cost settlement, the 
preceding conditions describe rather comprehensively the approach that will save the 
institution the largest amount of money. Table 7, on the following page, illustrates two 
alternatives within this general framework. 
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TABUS 7 Alternative Costs of ERt Settlement Using 

"h»ast-cost M Assumptions (page 29). 



Pension Other 

Kmployee A Salary Premium Benefits Total 

★ 8.75 ** 



l^73« 


•74 lias? 


c oo Oi\n 




1 




A. 


Institutional 
TIAA/CRKK Premiums 
Only. 










ERt 


1974-75 


22,200 


2,637 


1,943 


26,780 


MRt 


1975- 76 

1976- 77 

1977- /8 


22,200 
22,200 
22,200 


2,603 
2,566 
2,528 


1,943 
1,943 
1,943 


26,746 
26, 709 
26,671 


MRt 


Three-year Expenditures 


66,600 


7,697 


5,829 


80,126 


ERt 


One-year Expenditures 




7,697 






ERt 


Savings (three years) 


66,600 




5,829 


72,429 


ERt 


Savings 1975-76 








19,049 


B. 


Lump Sum Premium to 
Replace TIAA/CREF 
Pension Lost. Same 
Assumptions 










MRt 


Three-year Expenditures 


66,600 


7,697 


5,829 


80,126 


ERt 
KRt 


Single Premium Cost of 

Annuity 
Savings (three years) 


'*6,600 


24,778 
-17,081 


5,829 


55,348 



KRt Savings 1975-76 1,968 



* For assumption*, see page 29. 

** Includes OASI tax and other standard non-wa«e benefits; hypothetical 
assumptions derived from wider experience than this sample. 

Alternative A takes a least-cost severance approach. The institution provides the employee 
with a lump sum annuity premium payment of $7,697 which is the sum of TIAA/CREF 
premiums Chat would be paid if employment lasted through age 68. Aggregate savings to the 
institution amount to a sizeable $72,429 or 90 percent of MRt expenditures. And the lump 
payment is so small, that the institution records a net saving of $19,049 during the first year. 

An important issue in ERt is when are TIAA/CREF payments to begin: at ERt or at the 
age that would coincide with mandatory retirement? If the payments should start at ERt, as 
for instance with Alternative A, they would be considerably smaller throughout retirement. 
The institution's premium payments may satisfy its sense of obligation according to which it 
paid to the employee early what it would have paid eventually. But the retirement income effect 
is different, and ERt brings to the employee a penalty. 

It is because of this realization that institutions often try to make ERt more attractive to 
employees. After all, if ERt is a good idea, it ought to be encouraged. And the preceding 
illustrations offer evidence of the opposite: unless ERt is highly involuntary on the part of the 
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employee or the latter has adequate other means to satisfy retirement needs, when confronted 
with the described least-cost alternatives (or variations thereof) one would have to advise 
employees to hold out for a better deal. 

Because the lump sum payment ot pension premiums will not purchase at ERt the same 
annuity that could be obtained three years later, Alternative B describes a somewhat more 
expensive settlement. Still, assuming no increase in the wage base, a single premium of 
$24,778 would purchase the same annuity at ERt (age 65) that continuing employment 
through age 68 would have produced. While this approach reduces the institutional three- 
year saving to $55,348 (or to 69 percent of expenditures at MRt), the advantage to the 
employer is still considerable. Even this more expensive settlement allows the institution to 
break even on the transaction during the first year; actually it can record a saving of $1,968 for 
1975-76. 

Alternative B is a good and simple illustration of ERt plans in effect or being discussed in 
higher education. While better alternatives exist, this not quite rock bottom economy version 
is in use and has its defenders. 

While Alternative B is more attractive to the employee than A, the constraint of a flat 
salary level is becoming more and more unrealistic, particularly as inflation accelerates and 
persists. Normally, the approach that would save the most money to the institution would cost the 
employee the most* Here, in addition to the absence of future salary (and thus retirement 
benefit) growth, the employee loses social security benefits, and the ability to earn a salary 
from which to save and build up other income producing assets. 

4. ERt begins to cost more. For the institution interested in easing the transition to ERt, a 
practical solution is to purchase at once the full amount of the annuity the employee would 
receive at mandatory retirement with the added provision that the advance calculation 
include an assumption fur annual salary icrements. 

Such future increases would have to be linked closely to the institution's long range 
salary policy. During times of economic pressure and hardships, as in the present, it may be 
difficult if not impossible to know in advance what salary increment to assume. 

The whole idea of severance benefits at ERt, notwithstanding its popularity or frequency, 
has a basic inherent flaw: it forces employer and employee alike to guess about future 
economic evems, unless these are ignored altogether. Institutions, in trying to be fair, may 
agree to ERt settlements that exceed what they later may be able to do for employees 
generally. In cases where a future inflation rate is anticipated and helps determine the 
supplemental ERt pension, inequities will surely arise. 

Two possibilities exist that get around this difficulty. The first one is described in the 
air ady cited TIAA Bulletin on Provisions For Early Retirement (April, 1972). The ERt benefit is 
related to current salary and to past service, as well as to the years between ERt and the 
mandatory retirement age. The supplement increases with lower ERt ages and diminishes as 
the ERt age increases. 

The second possibility involves two steps. First, at ERt a settlement is made based on 
current salary level, present accumulations of premiums and their compounded earnings, and 
on the assumption that premium contributions would continue at least at current levels until 
mandatory retirement. At this stage, the settlement would include an ERt supplement that 
brings ERt income to the anticipated normal retirement income level. Second, once each year 
(and until what would have been the employee's mandatory retirement) an additional 
supplement will be added according to the salary policy and the salary increments (if any) 
that were made by the institution in the category of employees to whom the retiree belonged. 
In this manner, ERt affords some protection against the ravages of inflation and does not 

•Although this is a truism to the expert experience tells us normally that the consumer must be warned of 
obvious dangers. 
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require advance guessing about future salary policy. 

The matter of making an advance commitment to future increases in the supplemental 
ERt pension premium is loss problematical when the employees in question are but one or 
two years from mandatory retirement. Thus, when institutions attempt to encourage 
employees to move their retirement from age 70 to age 68, or from age 68 to age 65, there 
would not seem to be much of an issue. But numerous ERt plans in industry and education 
foresee wider time spans when guessing may become inappropriate. In such instances, the 
second step mentioned above might prevent both inequities among individuals and 
considerable damage to the employee's retirement income. 

Table 8 below illustrates the effect upon the institution of a settlement that anticipates 
salary increases. We offer it with the warning that the preceding suggestions might provide a 
better set of alternatives. Our purpose, here, is to demonstrate the expenditure effect, and it is 
quite different from the preceding examples. 

TABUS 8 Alternative Costs of ERt Settlements Restoring Part 

or all Retirement Income, Increaaing Salary Assumption, 



Employee A Salary 


Pension 
Premium 


Other 
Benefits 

8.75 


Total 


1973 


-74 Bate $ 22,200 


$ 2,670 


$ 1.943 


$ 26,813 


C. 


Restore Pension 
Income Deficit. 








ERt 


1974-75 23,532 


2,837 


2,059 


28,428 


MRt 


1975- 76 24,944 

1976- 77 26,441 

1977- 78 28,027 


3,014 
3,202 
3,402 


2,183 
2,314 
2,453 


30,141 
31,957 
33,882 


MRt 
ERf 
ERt 
KRt 


Three-year Expenditures 79,412 
One-year Expenditures 
Savings (three years) 79,412 
Savings 1975-76 


9,618 
26,567 
-16,949 


6,950 
6,950 


95,980 

69,413 
3,574 


D. 


Restore Pension and 
Social Security Income 
Deficits. 








MRt 
ERt 


Three-year Expenditures 79,412 
Single TIAA/CREF Premiums 

a. Pension 

b. Social Security 


9,618 

26,567 
12.971 
39,538 


6,950 


95,980 


KRt 


Savings (Three Years) 79,412 
Savings 1975-76 


-29,920 


6,950 


55,502 
- 9,398 



K. Effect of Interest 
Expense on Savings . 

Beg i nn i ng Amoun t Se 1 1 1 erne n t Ba 1 anc * 

Interest 10* Balance Saved Expense Saved 

P>7W(, 30,141 -39,538 - 9,398 

$ -*40 - 0,398 31,957 — 21,620 

IM77-78 21,620 33,882 — 55,502 

Ni*t SnviimH ai'tft tntereat $ 55,502 
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Alternative C compares the three-year cost of continued employment to the single 
premium cost that would provide at ERt (65) the same annuity as expected at age 68 after 
salary increases to that age. The settlement would cost $26,567 for T1AA/CREF income. The 
savings are again impressive: $69,413 for the three years (or 72 percent) and more than a 
break-even result (+$3,574) for 1975-76. 

Alternative D goes one step further and restores the lost social security benefit as well. 
Cost: $12,971 (single premium payment). The addition of this expenditure pushes the 
institution into an operating deficit on this transaction in 1975-76. ERt saves $30,141 in terms 
of pti-sonnel compensation, but costs $39,538 for ERt settlement for a net loss of $9,398 in the 
first year. We shall assume that this difference must be borrowed, and at 10 percent current 
interest, the cost of the transaction increases by $940. Thus, in this instance, Alternative D 
introduces net savings only after one year has elapsed. Total savings for three years are 
$55,502. 

For Alternative C on Table 8, the three-year savings to the institution represent about 72 
percent of what expenditures would have been through normal retirement at age 68. 
Alternative D reduces these savings to about 58 percent of these same expenditures, still a 
respectable budget improvement. This is all the more noteworthy, since the ERt settlement is 
substantially more generous than in the other illustrations. 

5. Personnel replacement costs may eliminaie part or all potential economies. 

Once a formal ERt plan exists it is not always possible to hold to a policy of no personnel 
replacement. Where attractive formal ERt provisions exist, the institution will probably not 
be able to control who leaves early and who does not. Professionally successful individuals 
may be able to afford ERt sooner than others, and some employees may have no opportunities 
to earn supplemental income during their productive years in spite of their professional 
capabilities. For whatever reasons, sooner or later ERt will require that some or all personnel 
be replaced. 

There is much talk today of the steady state. This is variously defined as stagflation, zero- 
growth, or depression. Whatever the preferred or proper designation, one thing is clear: once an 
educational institution has trimmed enough sail but wishes to continue its operations, it will 
reach a level of employment which it must maintain, lest essential services cease being 
performed. Thus, even at this rock-bottom level, ERt will invariably require personnel 
replacement.* 

Table 9a illustrates how personnel replacement can affect the financial impact of ERt. We 
have assumed that the replacement will be at a substantially lower salary, which need not be 
the case. It is noteworthy that the replacement costs we have assumed for the period in 
question are now reduced to about 52 percent of the retiring employee's cost. After we make 
the ERt settlements (identical with those in Table 8, Alternative D), we are left with a saving 
of $6,349 before interest expense. Since the single settlement of $39,538 creates an operating 
deficit in 1976 and 1977, we have again added an interest calculation that reduces the saving 
to a net of $2,599 for the three years. The break-even point occurs only in the third year. Thus, 
this illustration suggests that the saving to the institution, following replacement, can be 
relatively small; here it finally is but 2.7 percent! 



*ERt uf certain administrative staff may entail replacement whether the institution is in "steady state" 
or nut. 
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Table 91 describes the effect of another alternative that has been discussed frequently and 
is sometimes used in higher education. [26] Using the same basic assumptions as Tables 7, 8, 
and 9a, the settlement includes the payment by the institution each month of the projected 
age 68 TIAA/CREF benefits (F), or the latter plus the projected age 68 social security benefits 

(G) . In both instances, monthly TIAA/CREF premium contributions are included through age 
68. We have left out institutional payments of the social security tax after ERt. 

The alternative described in F produces a total three-year cost to the institution of $36,492 
and a corresponding saving of $59,488. The three-year saving represents 62 percent of the 
expenditures that would be incurred without ERt. The inclusion of the social security income 
that the employee in question would lose at ERt reduces the savings to $43,432 or to 45 
percent of the alternate expenditures. (G) 

Since staff replacement would increase the institution's expenditures, we show this effect 

(H) . The illustration is very revealing in that it helps explain why ERt probably will result in 
some retirement income loss for the employee. By applying the staff replacement cost to 
alternative F, there remains a net saving of $9,395 for the three-year period, and there is a 
small saving of $2,435 during the first year. But when alternative G is used, staff replacement 
costs swing the settlement into deficit throughout. Including interest cost the deficit is a mere 
$3,209 in 1975-76 but rises to $8,247 by 1977-78 for the three years combined. 
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TABLE 9b. 



KRt Settlement with Payment of Age 68 TIAA/CREF 
and QASI Benefits at ERt. 



F. TIAA/CREF Only. 



Mkt Expenditures 3 years 
ERt Expenditures 



1975- 76 

1976- 77 

1977- 78 



KRt Expenditures 3 years 
KRt Savings 3 years 
ERt Savings 1975-76 



C. TIAA/CREF and QASI 

1975- 76 

1976- 77 

1977- 78 



ERt Expenditures 3 years 
ERt Savings 3 years 
ERt Savings 1975-76 



H. Staff Replacement 



Alternative F. 

KRt Savings 3 years 

ERt Savings 1975-76 

Alternative 0. 

ERt Deficit 3 years 

ERt Deficit 1975-76 



$ 95,980 

TIAA/CREF TIAA/CREF 

Premiums Benefits TOTAL 

$ 3,014 $ 8,958 $11,972 
3,202 8,958 12,160 

3,402 8,958 12,360 

9,618 26,874 36,492 36,492 

59,488 
18,169 



CAS I 

$ 3,014 $ 8,958 $ 5,352 $17,324 

3,202 8,958 5,352 17,512 

3,402 8,959 5,352 17,712 

9,618 26,874 16,056 52,548 52,548 

43,432 
12,817 



3-year 

36,492 



3-year 
Staff Repl. 
Costs 

50,093 



52,548 



50,093 



Interest 
Cost 



1,586 



86,585 
9,395 
2,435 

104,227 
• 8,247 
- 3,209 
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If an institution fosters ERt for the purpose of reducing its annual expenditures, it will not 
be interested in this last alternative. The specifications that define the cost of staff 
replacements determines in the last analysis not only how much (if anything) will be saved 
through ERt but what kind of settlement the institution may prefer. This last illustration 
should be studied with special care by both employee and employer since it points to the 
conflicting interests that are involved. 

The illustrations provided in sections III and IV should give interested readers an 
opportunity to work out their own additional problems. One that has been suggested to us 
concerns the financial impact — with and without part time staff replacements — of "phasing 
out" rather than full ERt. Another alternative would show the effect of ERt when the senior 
employees in question are near or below the median compensation level in their professional 
classification. This is an especially important case when staff replacements will occur at or 
near the salary of the retiring person. 

6. Once the specific formal ERt policy has been developed and announced, its existence alerts 
all employees to the now available options. Among the many matters of interest to employee 
and employer alike is the question of how much it would cost to provide at ERt the same 
retirement income that one expects at the mandatory retirement age. 

Table 10 gives an idea of the single premium cost at various ERt ages for present 
employees within a reasonably wide age range. The single premium costs are linked to the 
specific assumptions* defined earlier in section II and to the employment history of the 
employees in question. The data should not be generalized; they pertain to specific situations 
and are unique, although the employees' experience may resemble that of others with similar 
employment and pension plan contribution histories. 

We should like to call attention to the steep increase in the single premium cost as ERt is 
moved below age 65. By increasing the ERt time span from 3 to 6 years, the premium cost 
more than doubles. The same is true for the single premium cost to replace social security 
benefits lost. These figures might serve as a warning: as long as ERt is limited to a two or three 
year limit the ERt settlement capital requirements are relatively modest. But as institutions 
and individuals consider larger ERt time spans and staff replacements, they should take a 
careful look at the rapidly escalating capital requirements. 

This warning would seem to be particularly appropriate for financially hard pressed 
institutions to whom ERt appears to be the way out of trouble. If they are interested in 
reasonably adequate ERt settlements and if ERt involves more than three years, then staff 
replacements and settlement costs could well become a greater burden than keeping the 
employees on the payroll. Only very careful analysis will provide the answer to each 
institution, but it is relatively easy to foresee considerable financial difficulties where ERt's 
become numerous. and happen six or more years before mandatory retirement. Conversely, 
ERt settlements will tend to be increasingly less of a financial burden for the institution that 
does not need to replace the retiring staff or that disregards the negative income effects 
suffered by them. 

This discussion has moved from zero to high cost ERt settlements. Since our last illustra- 
tions point to high expense and financial risks it is only fair to repeat that earlier illustrations 
showed how institutions can indeed save money with ERt. 

7. The most important conclusions that we should like to draw from the preceding 
illustrations and discussion are as follows: 

A. ERt is likely to save the most money for the institution if there are no require- 
ments to compensate the employee for foregone retirement benefits or if retiring 
employees are not replaced, or both. 



•See note p. 16. 
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B. In the absence of personnel replacement the least expensive settlements will em- 
phasize a one-shot severance benefit by funding the institution's premium con- 
tributions that would be owed at an unc hanging salary level through mandatory 
retirement. 

Such an arrangement will not bring the retirement income at ERt to the level it 
would have reached later. Nor does it address itself to the social security income 
loss that will also be permanent. 

C. Most of the loss of foregone pension income can be eliminated through the lump 
sum funding of an annuity that covers the difference between income at ERt and 
mandatory retirement. 

D. Such a lump sum purchase can be based on a static salary assumption, or it can in- 
clude an annual salary increment that relates to the institution's genera! salary 
policy. Such advance guessing may create problems, and the institution may wish to 
consider alternatives that circumvent the attendant pitfalls. 

Supplements for ERt income can be calculated on the basis of past service, and there 
is nothing insurmountable in devising a system where between the year of ERt and 
that when mandatory retirement would hove occurred additional supplements 
might be provided in line with institutional salary increases. 

E. The lump sum premium payment can be extended to restoring the social security 
income loss. 

F. As the ERt settlement is sweetened by adding these features, one by one, the 
financial attractiveness of ERt to the institution diminishes. By the time personnel 
replacements must be taken into account, no savings may be left. 

This evolution toward zero-savings will then focus attention on the non-financial 
considerations that make ERt either attractive or undesirable. 

G. If reducing the budget is one of the main institutional incentives leading it to ERt, 
the largest savings occur when the interest of the employee is not the paramount 
consideration. 

H. The formalization of ERt options that may start as a short range matter of financial 
expediency leads almost inevitably to long range ERt policy. Quite naturally, the 
institution opens the way toward optional long range retirement alternatives for 
all employees. 

At some point this will mean thai retirement plan premiums of or on behalf of 
employees interested in ERt will have to increase. Thus the potential for pension 
cost growth in the institution's budget is very great. Furthermore, the cost increases 
themselves can be large. Thus, over the long pull, ERt may escalate and not reduce 
the institution's budget. 

I. Finally, ERt settlements of a generous sort are more likely to be afforded by 
financially well situated institutions. There is something of a contradiction in the 
present pressure to use ERt for financial distress problem solving. For financially 
secure institutions ERt can focus more on strengthening staff quality and balance 
than on financial exigency. 

The financially weak institutions must save money one way or another. For a short 
while, ERt, unaccompanied by staff replacements, may help improve its financial 
condition. By paring the budget to lower levels of spending some colleges and 
universities may indeed pull out of financial weakness. C er the longer distance, 
however, the institution may not be able to afford solutions that do justice to the 
employee's retirement income needs. Solving the ERt problem in a humane and 
generous manner will cost money and may carry a financial burden into future 
budgets. 



The foregoing is not to suggest that higher educational institutions must compensate their 
employees who retire early for the total potential retirement income loss. The preceding 
discussion centers on but two of the types of retirement incomes that are affected. In Chapter 
III we tried to suggest how much broader the impact can be. 

The main purpose of the preceding sequence of illustrations was to show how fast (or 
how slowly) the savings to the institution disappear. We also wanted to highlight the basic 
contradiction that may exist between the institution's motive to save large amounts of money 
and the employee's need to protect various retirement benefits. It is interesting to note how 
much ERt plans differ in these two respects. Some obviously are designed not to encourage 
ERt, while others do by means of rather generous terms of settlement. 

Thus, it would seem, higher education must answer this fundamental question: Should 
ERt be encouraged by providing reasonably libenl ERt settlements/ or should it be 
discouraged by appropriately stingy ERt income provisions? 
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V. CONCLUDING REMARKS 



But it is necessary to make a comment in opposition to the general endorsement ofERt as a good 
and timely concept 

Throughout the history of modern labor, two conflicting tendencies appear to have been 
present. Featherbedding has been used to create jobs whether the technology of production 
required them or not. Mandatory retirement, among other things, is supposed to help create 
jobs for the youth coming into the labor markets. The concern with unemployment among 
the young forces us into mandatory unemployment of the old. 

There is much in the present emphasis on ERt in higher education that suggests that we 
must make room at the top for younger people or, at the least, that we must make room at the 
top so that younger people can continue to enter the market at the bottom. 

Much of this makes sense. But there also are dangers for educational institutions, for 
employees, and for society in general. The professional manpower at our colleges and 
universities is, among other things, a national resource. The widespread acceptance of ERt 
may help squander it. 

Today's manpower surpluses may become tomorrow's shortages. Moreover, manpower 
surpluses often are less that than they are money shortages. In education generally, we have 
seen an increasing reluctance on the part of the public to provide adequate funding. As funds 
grow more in response to political reality than in response to educational needs, the demand 
for teachers (for instance in elementary and high school education) may stabilize or drop off, 
not for lack of need but because of a lack of money. Classes become bigger and a teacher 
surplus emerges. Have educational services and outcomes improved? Recent reports about 
Johnny's ability to read and write, or Mary's mathematical dexterity would seem to suggest 
not. 

In higher education, the National Commission on the Financing of Postsecondary 
Education suggests that until the school year of 1972, educational objectives do not seem to 
have been affected negatively by changing economic circumstances. The Commission based 
its findings on quantitative information that did not attempt to measure how well the 
educationa. enterprise was safeguarding the quality of its activities. 

If the demand for manpower rather than the need of it remains a key criterion, it is well 
to remember that manpower forecasting in the past has not been known for particularly great 
accuracy. Therefore, if what started as a voluntary, ad hoc, and seldom used option should in 
the end become the mandatory retirement age of tomorrow, much useful talent and 
experience will be lost to our colleges and universities. 

It may be lost also to our nation. Professional know-how tends to be nurtured and honed 
through continuing use. Staying abreast of one's field of professional activity and knowledge, 
especially in the natural and social sciences, may necessitate uninterrupted attention and 
practice. Expertise cannot be turned off and on like water in a spigot. 

Another dimension of the problem posed by ERt in this context goes beyond higher 
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education. Our population mix is changing. A disquieting prospect is that a declining 
percentage of the population is at work supporting by its productivity the economic well- 
being of the whole society. An increasing percentage of non-working persons must rely on 
the productivity of others. This raises the question of whether or not we are wasting precious 
manpower. In turn this relates to the fundamental question of how society best can continue 
to maintain and improve the general standard of living while minimizing social costs such as 
unemployment and price inflation. 

For the retired and aged in our midst the dilemma is not academic, for it raises the 
serious question of how the specter of poverty can be prevented from becoming a painful 
reality. Today, and for some time now, poverty among the aged is and has been widespread. 
Employment is probably the best safeguard against poverty, provided wages are adequate. 
While employment is not a practical alternative for all aged persons, the continuing 
opportunity to work — regardless of age — strengthens not only an individual's economic 
well-being but the ability of the general economy to support those who cannot or do not 
work. 

There will be disagreement on whether ERt or generally lower mandatory retirement 
age ceilings is damaging to the economy as a whole and whether it is detrimental to the 
nation's intellectual and educational powers. The world seems to be willing to adjust to all 
sorts of policy, sound and unsound, rational and otherwise. The same will be true here, no 
doubt. 

There can be no disagreement with the effect ERt has on a person's retirement income: 
the latter will be less in terms of both pensions and social security benefits. If it is not to be less, the 
employer must make adequate compensatory arrangements at the time ERt takes effect 

In an age of persistent inflation — even at more moderate rates than have been evident 
recently — the need to stay employed and employable stands out as paramount for the 
employee. ERt seems to fly in the face of long range economic reality and employee self- 
interest. 

ERt is an expensive option. Whenever it is not strictly voluntary on the part of the 
employee, the institution should consider the economic consequences for the employee as 
well as for the institution. It should pursue a policy in line both with the professional dignity 
of long time employees, humane considerations, and the quality of the services rendered by 
the institution. 

In the immediate future, we may wish to keep in mind that ERt is an interesting and 
problematical alternative, especially if it is intended to help solve college and university 
financial inadequacies. There lies here a fundamental contradiction: the institution that must 
stress its budgetary solution must treat harshly its early retiring employees; and where 
generous compensatory arrangements are made, the impact on the institution's budget can be 
costly. 

ERt is not the answer to solving the college and university long range staffing and 
budgetary problems, even if proper safeguards exist for the employee. At the moment, some 
institutions may be helped financially, but quite likely at the expense of the employees. Over 
the long pull, generally applied ERt policies may not only increase college and university 
expenditures, but are likely to alter fundamentally the basic retirement plans. 

The financial realities that are pressing in on colleges and universities and the need to 
respond to prese t enrollment trends with budget and staff retrenchment cannot be ignored. 
The role played by tenure policies must also be taken into account ERt planning is affected by 
these realities. 

As yet, one wonders whether institutions will act in their own best self-interest if they 
should encourage more and more generally the practice of ERt. For there is the suggestion in 
ERt that employees are eager to leave their jobs. In individual instances this may indeed be 
the case. We do not know the extent of work frustration among professionals in higher 
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education. But it may just be that employment in higher education is satisfying to the majority 
of employees. John R. Coleman's Blue-Collar Journal: A College President's Sabbatical and Studs 
Terkel's Working provide ample evidence of this. Could it be that the institutions' concern 
with ERt is the wrong concern altogether? 
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Appendix B 



The two tables in this appendix attempt to give a bird's-eye view of how some of the 
literature cited views the subject of ERt. 

Table A refers to 13 sources that deal with ERt in higher education. Each column heading 
asks a question; the appropriate responses in the individual boxes should be interpreted as a 
very rough indicati n of the primary content of the source or point of view of the author in 
question. 

Among the highlights, we note that most of the authors seem to favor ERt, that only half 
of them explain how one would institute an ERt plan, and that fewer still mention the 
difficulties and complexities involved in designing or implementing of ERt policy. A few of 
the sources seem to overlook the difficulties altogether. All sources take the institutional point 
of view and the majority also refer to that of the employee. But there is no mention of any 
possible interest that students or other institutional clients might have. 

While almost all of the pieces deal in some manner with the retirement benefit loss, the 
long range implications seem to be glossed over by most; the short term effects are mentioned 
most often, but seldom with enough precision to be of real guidance. On balance, the various 
authors recognize that ERt implies a long term institutional commitment. Although staffing 
flexibility and the tenure problem are dealt with in most pieces, the concern with the present 
financial crunch faced by institutions seems to be overwhelming. 

Table B provides a similar summary for a group of sources that emphasize and describe 
ERt in industry. 

The reader may wonder why the two tables have different checklists. In private higher 
education, the ERt issue obviously is of more recent interest; the literature on the subject is less 
technical and reflects considerably less attention to details and complexities than that devoted 
to ERt in industry, (or that in public employment). There, experience seems to be considerably 
older; the literature reflects clearly that practice has taught several lessons. Above all else, 
industrial and public employee ERt literature does not seem to exude the aroma that 
something new is being invented, a flavor that appears to be rather frequent among the pieces 
that deal with ERt in higher education. 

In both industry and public employee retirement plans, ERt practice revolves around the 
final-benefit formulae which lend themselves to reasonably straightforward descriptions; in 
the TIAA/CREF retirement plans, ERt benefits are linked to the contribution formulae usually 
requiring complicated explanations and qualifications. For these among other reasons, it was 
much easier to assemble comparative information on industry and public employee ERt 
practice than to provide a convenient summary of what is going on in private higher 
education. Lack of space prevents us from adding here the numerous pages of documentation 
that are available. As new plans are developed in higher education, particularly outside the 
public employee area, appropriate information will become available through TIAA. 
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